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Company 


Spe relationship of Company and 
Correspondent is one of the most 
natural and profitable in life insurance 
financial history. Unlimited benefits 
to the Public, Company and Corre- 
spondent will be revealed as greater 
cooperation between these team-mates 
is developed. ; 

The Company has found in the Cor- 
respondent a safe, economical and 

flexible way in 
which to invest 
its funds in mort- 
gages. The Corre- 
spondent owes its 
business life to the 
Company. Mutual 
bonds make them 
a strong team. 
By “Company” 

Wallace Moir is meant the life 
insurance institution desiring to invest 
a reasonable amount of its assets in 
first-lien-ioans on income-producing or 
residential real estate and desirous of 
separating its life insurance underwrit- 
ing from its mortgage investing. 

By “Correspondent” is meant a 
reliable individual or company, ex- 
perienced in real estate lending and 
desirous of securing and servicing mort- 
gage loans on an efficient basis, and 
in a manner prescribed by the Com- 
pany. 

The combination of Company and 
Correspondent is logical and effective 
for the following reasons: 


1. IT IS SAFE. 
The system provides a virtual double 


and Correspondent United 


By WALLACE MOIR 


check. The Correspondent selects, ap- 
praises and approves a loan it considers 
safe, legal for investment, suitable to 
Company specifications, and one it is 
willing to service. The Mortgage Loan 
Department processes the loan and 
recommends it to the Finance Com- 
mittee. The Finance Committee re- 
views the salient points and approves 
the loan for the Company. Local proc- 
essing and approval plus Company 
processing and approval provide a safe 
double check. 
2. IT IS LOW-COST OPERATION. 
The organization of a Correspondent 
is relatively small and efficient. Income 





In some respects this is the most 
significant article ever to appear in 
these pages. It is devoted to what is 
perhaps the most important relation- 
ship to be found in the mortgage 
banking industry. Mr. Moir, who has 
been a member of the MBA board of 
governors for many years and has 
taken an active part in Association 
affairs, is president of the Belmont 
Company of Beverly Hills, California. 

This article is the result of many 
months of work and study on has 
part. Preliminary drafts of it were 
submitted to various members of the 
MBA board who have evidenced a 
special interest in the subject in re- 
cent years. The result has been a 
carefully-arranged and concise expla- 
nation of the Correspondent-Company 
relationship. Mr. Moir cites nine rea- 
sons for the success of this relationship 
in the past and then lists eleven sug- 
gestions which he offers for improving 
the relationship. 

We think every MBA member will 
find the article of great interest, and 
both the author and MBA will be in- 
terested in the reaction of members 
to it. 











from fire and other hazard insurance, 
property management, sales of real 
estate, and fee appraisals help support 
loan operations. This additional reve- 
nue is especially helpful in defraying 
the heavy cost of acquiring new loans 
and in operating during quiet periods. 

The revenue from loan operations is 
controlled by the finder’s fee (commis- 
sion on new loans) and the interest par- 
ticipation (service fee) for servicing 
the loans. These are established by 
competition and remain at a modest 
figure. It is easier for a Company to 
regulate costs through a Correspondent 
than within the Company organization 
itself. For the average Correspondent, 
the total hazard insurance commissions 
comprise the principal portion of its 
profits, provided real estate sales are 
not made, or are excluded from com- 
putations. The margin of profit for a 
Correspondent is narrow; its operation 
is of necessity low-cost. 


3. IT PROVIDES GREAT FLEXI- 
BILITY. 

Correspondents do many necessary 
things not authorized by insurance 
laws, under which the Company op- 
erates. Correspondents take the at- 
tendant business risks. Examples of this 
are: financing builders, buying materi- 
als, committing with local funds, etc. 
One Correspondent has gone so far as 
to finance a builder in buying a small 
mill, so that he would have a lumber 
supply to continue building houses that 
ultimately will be security for Company 
loans. 

Correspondents may engage in ag- 











gressive advertising and solicitation 
that might be considered inappropriate 
by the Company due to its necessary 
policy of conservatism. A Correspond- 
ent may also take a stand in legislative 
matters and contribute to a construc- 
tive cause. They may also support good 
men running for office. 

A Correspondent can also explain 
the position of the Company in regard 
to prepayment privileges, increase of 
loans, etc., in a much more convincing 
manner than it could in explaining its 
own position or than the Company 
itself could in explaining its own posi- 
tion. 
+. IT PROVIDES BROAD-SCOPE 

FACILITIES. 

Different types of loans available to 
the Correspondents make it possible to 
hold the business of brokers or realtors 
requiring varied types of loans not 
made by every Company. The Corre- 
spondent also has the ability and or- 
ganization to manage real estate ac- 
quired through foreclosure, to rehabili- 
tate and sell it to advantage. Since 
Companies may now own real estate 
as an investment acquired by paying 
100 per cent of market price, it is no 
longer taboo to discuss acquiring real 
estate during depressions. The ques- 
tion is not so much whether property 
might be acquired during depressions 
as whether, if acquired, it can be op- 
erated at a profit and sold at more 
than cost. Correspondents should be, 
and usually are, equipped to handle 
such changes caused by economic up- 
heavals so that they produce profits for 
the Company. 


5. IT PROVIDES 
RESPECT. 
Correspordents can and do belong 
to, contribute to, and take an active 
part in local organizations. Long resi- 
dences in a city give most Correspond- 
community. 


COMMUNITY 


ents deep roots in the 
Years of local experience make for 
sound local loan selection and evalua- 
tion. Wide local experience means 
prompt rejection of poor loans and fast 
acceptance other 
words efficiency, or low-cost operation. 
The combination of the Correspond- 
ent’s long residence in a community 
with the national prestige and power 
of the Company provides great respect 
in a community for both. 


of good ones—in 
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6. IT ENABLES PROMPT 
CHANGES OF POLICY. 

It enables smaller Companies to have 
modest portfolios of loans in large or 
small communities with expert servic- 
ing. This would otherwise be impos- 
sible. It enables large Companies to 
have a great diversification by making 
loans in small communities. It permits 
a Company to enter a new area slowly 
by taking a few loans and testing them; 
increasing their portfolios slowly or 
rapidly as Finance Committee opinions 
change. 

Inefficient, uncooperative or other- 
wise unsatisfactory Correspondents may 
be eliminated or replaced without dis- 
turbance to Company organization. 
Likewise Correspondents that have 
made relationships which have proved 
unwise or unworkable may discontinue 
them without injury to the Company 
or to itself. 


7. IT FURNISHES COMPLETE 
SEPARATION OF UNDER- 
WRITING AND INVESTING. 
The service as rendered is independ- 

ent, so far as the Company is con- 
cerned. There is no connection be- 
tween the life insurance written and 
the investment in mortgages. The two 
are separated legally, practically and 
psychologically. 

8. IT ISSTIMULATING TO BUSI- 
NESS PROGRESS. 

Fresh, virile and constructive 
gestions by Correspondents aid business 
progress. Exercise of freedom to make 
suggestions or offer criticism might be 
fatal within a Company or in other 
types of relationship. The natural con- 
servative atmosphere of the Company 
tempers the enthusiasm and drive of 
the Correspondent thereby producing a 
highly satisfactory combination. The 
Correspondent also may be, and fre- 
quently is, a sort of laboratory for the 


sug- 


Company where experiments are con- 
ducted. 
9. IT IS FOUNDED ON A DESIRE 
TO SERVE. 
Service is the heart and soul of a 
life insurance company. Personal serv- 
ice is the fibre of a Correspondent’s 


activity. In this atmosphere of “serv- 
ice” the two have flourished for many 
years. The experience has produced 


mutual confidence, respect and success. 
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What can be done to further this 
natural partnership of Company and 
Correspondent, so that the two may 
press forward in even greater service 


to the Public? 


1. AUTHORIZE COMMITMENTS 

BY THE CORRESPONDENT. 

Selected Correspondents might be 
authorized to approve loans up to some 
given amount. Such authority would 
undoubtedly tend to make the Corre- 
spondent even more conservative. His 
reputation would be more clearly at 
stake, and even his correspondency 
would also be at stake if he made loans 
that were considered excessive by the 
Company. Such a procedure would save 
much time and allow the Correspond- 
ent to approve good loans as quickly 
as local financial organizations. 


2. AUTHORIZE MORTGAGE 
LOAN DEPARTMENTS TO 
COMMIT. 

Many mortgage loan departments 
may (and all should be authorized to) 
approve loans up to some substantial 
amount. This is sound, for the men in 
these departments are experts and 
know what the Company requirements 
are and what loans are safe. They are 
as competent to pass on mortgage risks 
as the MD’s are to pass on insurance 
risks. Their technical advice and de- 
cisions should be so regarded by the 
Company. 

3. HAVE AN ESTABLISHED FI- 
NANCE COMMITTEE POLICY. 

Finance Committees should set their 
policies with respect to types of loans 
desired, amounts, and other require- 
ments; clearly convey these ideas to 
the Mortgage Loan Department and 
then support it. This would give the 
Mortgage Loan Department and in 
turn the Correspondent a clear picture 
of the objectives. 

4. ELIMINATE ALL POSSIBLE 
RED TAPE. 

Only one example of this need be 
given. There are others that apply not 
only to Company, but to Correspond- 
ent. If the Correspondent has a good 
application form which is used origi- 
nally in taking an application, it should 
not be necessary to secure an additional 
application on the Company’s form. 
Retain safety but eliminate duplication 
is a worthy goal. 
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5. PURCHASE EXISTING LOANS. 


Most Companies do, and all could 
with safety, purchase existing loans 
made on the Correspondent’s forms in 
cases where it is not feasible to have 
them prepared on the usual Company 
forms. 


6. SEND CORRESPONDENTS 
CURRENT DATA. 

A monthly letter to Correspondents 
from the Mortgage Loan Department 
with helpful information and advice as 
an aid to the securing of loans would 
be a great boon to activity. This is 
done in the underwriting departments. 
It would be productive in the Mortgage 
Loan Department. 


7. HOLD AN ANNUAL MEETING 
OF CORRESPONDENTS. 


The benefits of an annual meeting of 
Correspondents with the Mortgage 
Loan Department either at the Home 
Office or following the Mortgage 
Bankers Association meeting are so ob- 
vious that no amplification is neces- 
sary. Such a meeting is deemed nec- 
essary and productive on the agency 
side—why not on the mortgage side? 


8. REQUEST CORRESPONDENTS 
TO PREPARE REPORT. 


It would be interesting to see what 
helpful suggestions might result if the 
Company would each year select three 
or four Correspondents from different 
parts of the country to meet with and 
present an annual report to the Com- 
mittee of Finance after it had been 
approved by the Mortgage Loan De- 
partment. Such a procedure would un- 
doubtedly be constructive and helpful, 
not only in accomplishing worthy de- 
sires of the Mortgage Loan Depart- 
ment; but to the Company and the 
Correspondent in the solution of mu- 
tual problems. 


9. MAKE CONSTRUCTION 
LOANS THROUGH CORRE- 
SPONDENTS. 


A few Companies approve construc- 
tion loans and advance their funds as 
the building progresses, upon the in- 
spection of the Correspondent. This 
eliminates one step in the present usual 
proceedings. It is safe, simple, and will 
result in a volume of choice business. 
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10. ESTABLISH STANDARD AC- 
COUNTING PRACTICES AND 
FORMS. 

This would be a great aid to Cor- 
respondent operation. The process of 
accomplishing it would undoubtedly 
bring out many short cuts and simpli- 
fications that would aid the Company, 
too. 


ll. LOCAL REPORTING TO 
COMPANY. 
Correspondents should and _fre- 


quently do send general information 
to the Company which relates directly 
or indirectly to the Company’s business 


in that particular community. Such in- 
formation enables the Companies to 
keep abreast of the times locally, en- 
ables their decisions to be more in 
harmony with the community situation, 
establishes confidence, and makes for 
smooth operation. It is a practice to 
be cultivated. 


Because of the boundless possibilities 
which lie ahead in the association of 
the great Life Insurance Companies 
and the local Mortgage Bankers, this 
article could well be entitled COM- 
PANY AND CORRESPONDENT, 
UNLIMITED. 





GeorGE H. DovENMUEHLE, 
vice president, Dovenmuehle, 
Inc., Chicago: “As a correspond- 
ent of life insurance companies, 
I agree completely with the 
thoughts expressed by Wallace 
Moir. It is, however, somewhat 
of a controversial issue and one 
that we have asked Norman Nel- 
son to expand quite fully at our 
Chicago Clinic on February 28 
and March |. I believe, too, that 
we should give insurance com- 
panies and other investors who 
operate directly an opportunity 
to present their side of the story. 
This could be done at some future 
clinic or in the pages of The 
Mortgage Banker.” 


W. L. Kino, president, Boss & 
Phelps Mortgage Co., Washing- 
ton, D. C.: “Having operated as 
a correspondent for many years, 
I am in full agreement with Wal- 
lace Moir on the advantages de- 
rived from the union of the 
Company and Correspondent. 

“If called upon to select one of 
the most important conclusions 
expressed in his article, it would 
be the making of construction 
loans. It is increasingly apparent 
that refinancing of existing mort- 
gagees is lessening. The present 
mortgages are in a better position 
to do so, and in the majority of 
cases are arranging the refinanc- 
ing, when desired by the mort- 
gagors. 

“Therefore, in order for the 
Insurance Company to secure a 





Comments on Mr. Moir’s Article 


satisfactory volume of business 
and render a greater service to 
the community, the construction 
funds will of necessity for larger 
loans have to be furnished by the 
Company with more responsibil- 
ity for the handling of same 
delegated to the correspondent.” 


Guy T. O. Hottypay, Balti- 
more, President of MBA and 
President, Title Guarantee and 
Trust Company: “It seems to 
me that Mr. Moir has set forth 
the opportunities for cooperation 
between the Life Insurance Com- 
panies and their loan correspond- 
ents clearly and comprehensively. 

“As a service to the industry, 
this article is being mailed to the 
Mortgage Loan Officers of all 
Life Insurance Companies in the 
country.” 


Joun C. THompson, Newark, 
president, New Jersey Realty 
Company and MBA vice presi- 
dent: “Mr. Moir has suggested 
many timely and - progressive 
thoughts for modernizing and ac- 
celerating mortgage loan _proc- 
essing. If the relationship between 
Company and Correspondent is 
to continue to’ be mutually bene- 
ficial, there must be an even 
greater common understanding 
and appreciation of current prob- 
lems confronting both. Company 
and Correspondents United will 
provoke thought and discussion. 
It points the way to many mutual 
benefits.” 
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ACTIVITIES IN MBA AND OTHER GROUPS 





MBA-NYU Senior Executives Course Will Be 
Held in New York City March 19 to 21 


Che seventy-five MBA members who 
are accepted for registration will attend 
what is sure to be one of the most im- 
portant events in the mortgage lending 
field this year—the Association’s second 
educational course at New York Uni- 
versity March 19 to 21. This meeting, 
the Conference on the Pattern of Free 
Enterprise in the Post War Era, will be 
limited to that number and will include 
seven during the three-day 
period. It will be limited to senior 
executives of MBA member firms. 

This course is something entirely dif- 
ferent from any previously sponsored 
by MBA as the list of subjects and 
speakers on this page will show. It will 
deal with centralized economic control 
versus free enterprise and the two main 
dangers faced by private enterprise 
interference with the fluctuations of 
free markets and the impairment of the 


sessions 


opportunity for profits. 


Tuition fee will be $50 and includes 
the cost of one dinner and lecture ses- 
sion March 19 and a luncheon and 
lecture session March 21. The seventy- 
five successful registrants will be se- 
lected on the basis of experience as a 
senior mortgage executive, priority of 
application, residence in the New York 
metropolitan area and MBA member- 
ship. 

You have just received a_ booklet 
fully descriptive of the course, its ob- 
jectives, a list of speakers and subjects 
and with it an application blank which 
should be sent to the School of Busi- 
ness Administration of NYU. All ap- 
plications will be passed on by the 
University faculty and members of the 
MBA Educational Committee which is 
headed by Milton T. MacDonald, 
Jersey City, and includes R. O. Dem- 
ing, Jr., Oswego, Kan., Thomas E. 





“Our Domestic Economy Looks to 
the Future” by Dr. Jules I. Bogen, 
Professor of Finance, Graduate School 
of Business Administration, and Edi- 
tor, New York Journal of Commerce. 

“Free Markets and the Free Enter- 
prise System’ by Dr. Lewis H. Haney, 
Professor of Economics, Graduate 
School of Business Administration and 
Economic Columnist on the Hearst 
Newspapers. 

“Wages, Productivity and Prices” 
by Dr. Jules Bachman, Associate Pro- 
fessor of Economics, New York Uni- 
versity. 

“The Management of our Monetary 
System” by Dr. Walter E. Spahr, Pro- 
fessor of Economics, Graduate School 
of Business Administration and Secre- 
tary-lTreasurer of the Economists Na- 
tional Committee on Monetary Policy. 

“Taxation and the National In- 
come” by Dr. Paul Studenski, Pro- 
fessor of Economics, Graduate School 
of Business Administration, and Ad- 
viser on Taxes, Staff of Governor 
Dewey of New York. 

“The Role of Interest Rates in the 
Post-War Era” by Dr. Marcus Nadler, 
Professor of Finance, Graduate School 
of Business Administration and Con- 





NYU Speakers and Subjects 


sulting Economist, The Central Han- 
over Bank and Trust Company. 

“The Role of Profits in the Free 
Enterprise System” by Martin R. 
Gainsbrugh, Instructor in Economics 
and Staff Economist, The National 
Industrial Conference Board. 

“The Economic Problems of a 
Mixed Economy” by Dr. Ludwig von 
Mises, visiting Professor of Economics, 
Graduate School of Business Adminis- 
tration. 

“The Housing Muddle” by C. El- 
liott Smith, Professor of Real Estate, 
NYU. 

“The Decadent City” by Dr. Her- 
bert B. Dorau, Professor of Economics 
in the Graduate School of Business 
Administration. 

“Labor and the Law” by Dr. 
Thomas J. Anderson, Jr., Associate 
Professor of Economics, Graduate 
School of Business Administration. 

“Economic Education and _ the 
Worker” by Dr. Spencer Miller, Jr., 
Lecturer on Management in the Grad- 
uate School of Business Administra- 
tion. 

“Incentives and Sanctions” by Dr. 
G. Rowland Collins, Dean of the 
Graduate School of Business Adminis- 
tration. 
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Lovejoy, Jr.. New York, and A. H. 
Campbell, Minneapolis. 

These members, with Secretary 
George H. Patterson, President Guy 
T. O. Hollyday and Vice President 
John C. Thompson, have been planning 
this course for the past several months 
at various meetings in New York with 
Dr. G. Rowland Collins, dean of the 
Graduate School of Business Adminis- 
tration. 

We think it will be one of the most 
valuable projects of this kind ever 
undertaken. 


NEW MORTGAGE GROUP IS 
FORMED IN SIOUX CITY, IA. 
Iowa has a new mortgage bankers 

association—the third for that state. 
Organization has been announced of 
the Sioux City Mortgage Bankers As- 
sociation with 25 charter members. 
W. G. Netson has been elected presi- 
dent, W. L. SLoan, vice president, and 
C. L. Rok, secretary and treasurer. Mr. 
Roe at one time was active in MBA 
farm mortgage discussions. Meetings 
will be held on the second Tuesday of 
each month. Iowa has a state associa- 
tion and Des Moines also has its own 
undertaken. 


R. L. DAVIDSON NAMED NEW 
MINNEAPOLIS PRESIDENT 

R. L. Davipson, assistant treasurer 
of Farmers and Mechanics Savings 
Bank, has been elected president of 
Mortgage Bankers Association of Min- 
neapolis, succeeding WALTER C. NEL- 
SON, vice president of Eberhardt com- 
pany. 

Other officers are Donatp New- 
HALL, Thorpe Brothers, vice president; 
Roy Suiprpam, Northwest Mortgage 
company, treasurer; J. GRanam Goop- 
sPEED, Nickels and Smith company, 
secretary. Netson, Georce J. Hirscn, 
Gorpon SEIBERT, Rosert S. STEBBINS 
and Reusen A. Scott comprise the 
board of governors. 

Davidson started his banking career 
with the old Security National Bank 
of Minneapolis. He joined Farmers and 
Mechanics in 1921 and at present, as 
assistant treasurer, heads the mortgage 
department. He is also treasurer and 
director of the Minneapolis Board of 


Realtors. 
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If You Won’t Be at Chicago Clinic, Make 
Plans Now for New York Meeting in April 


Around the time this issue of The 
Mortgage Banker is received, about 300 
to 400 members will be preparing for 
the first 1947 MBA Mortgage Clinic 
in Chicago. 

Many others, principally Eastern 
members who will not attend the 
Chicago meeting, will be waiting for 
our second Mortgage Clinic at the 
Waldorf-Astoria Hotel in New York, 
April 14 and 15. This is also going 
to be a most interesting and profitable 
meeting for everyone interested in 
mortgage lending. We can’t yet an- 
nounce our final program but here are 
some of the subjects and _ invited 
speakers: 

First morning, general theme: “G. I. 
Lending.” 

“The Present Status of the Veterans 
Program” by Samuel E. Neel, MBA 
Washington Counsel. 

“Lending Policies — Appraisals and 
Credits” by Thomas B. King, Director, 
Loan Guarantee Service, Veterans Ad- 
ministration, Washington, D. C. 

“Producing G. I. Loans” by N. N. 
Wolfsohn, president, Eastern Mort- 
gage Service Co., Philadelphia. 

First afternoon, general theme: 
“Rental Housing Under Section 608 
of Title VI.” 

“FHA Policy Respecting Rental 
Housing Under Section 608 of Title 
VI” by Clyde L. Powell, Assistant 
Commissioner of FHA. 

“How to Obtain and Negotiate FHA 
608 Loans.” Speaker to be announced. 

Second morning, general theme: 
“Commercial, Industrial and Apart- 
ment Projects.” 

“Capitalization Rates — Chain Store 
Leasing, Including Percentage Leases 

Oil Company Leases.” George Gold- 
stein, Newark, N. J. 

“Shopping Centers” by William 
Zeckendorf, Webb & Knapp, New 
York. 

“Purchase and Development of Real 
Estate by Life Insurance Companies.” 
Speaker to be announced. 
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With this issue is a hotel reservation 
blank for the New York Clinic. The 
hotels are the Waldorf-Astoria, Com- 
modore and Roosevelt. We urge you 
to make reservations promptly. 











Second afternoon, general theme: 
“Building Construction and Costs.” 

“Shortage of Manpower—Apprentice 
Training—Work Limitations, Etc.” by 
Richard J. Grey, President, Building 
and Construction Trades Department, 
American Federation of Labor, Wash- 
ington, D. C. 

“Availability and Outlook for Build- 
ing Materials” by L. C. Hart, vice 
president, Johns-Manville Co., New 
York. 

“The Outlook for Interest Rates” by 
J. H. Riddle, director of economics 
department, Bankers Trust Co., New 
York. 

“Current Building Problems.” 
Speaker to be announced. 


E. L. CARLSON GETS NOD OF 
PHILADELPHIA LOAN MEN 
E. L. Caruson, assistant treasurer of 
the Fidelity Mutual Life Insurance 
Company, has been elected president 
of the Philadelphia Mortgage Bankers 
Association and Wittiam M. West, 
Colonial Title Company, was elected 
vice president. JoHN J. HarrINGTON, 
Beneficial Savings Fund Society, was 
elected treasurer and Wituiam T. 
Watsu, Fidelity-Philadelphia Trust 


Company, was named secretary. 





M. H, CHERNOFF NAMED NEW 
HEAD OF BALTIMORE GROUP 
M. H. Cuernorr, president of Mer- 

chants Mortgage Company, is the 

newly-elected president of the Balti- 
more Mortgage Bankers Association, 
and Siwney H. TIN ey, JR., vice presi- 
dent and manager of Weaver Bros. in 

Baltimore, is the new vice president. 

The new secretary and treasurer is 

ALBERT KeEIDEL, JR., manager of the 

mortgage department of Piper & Hill. 
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UTAH MORTGAGE MEN 
ELECT A. M. MeDONALD 
A. M. McDonatp, manager of the 
real estate loan department of the 
Walker Bank & Trust Company, Salt 
Lake City, has been elected president 
of the Utah Mortgage Bankers Asso- 
ciation, and E. Joun Cook, vice presi- 
dent of the Union Trust Company, has 
been named vice president. E:win F. 
Situ of, Zion’s Savings Bank & Trust 
Company was elected secretary and 
treasurer. 


| People and Events 

PresivENT Guy T. O. Ho.typay will 
address members of the Kansas City 
Real Estate Board on May 9th... at 
the annual banquet of the Cleveland 
Mortgage Bankers Association honor- 
ing the retiring president, Paut M. 
MINTER, the guest speaker was Louis 
J. Atser, former road manager for 
William Jennings Bryan. CHar.es A. 
BRAMAN, president, Cleveland Real 
Estate Board, presided. 

At the recent meeting of the Cincin- 
nati Mortgage Bankers Association, 
Henry Bunker, president, addressed 
the group on “Appraising for Mortgage 
Loan Purposes” and CHartes W. Pat- 
MER, mortgage loan manager for Pru- 
dential in Cincinnati, spoke on how 
large mortgage loans are handled by 
the life companies. 





At a housing conference in Chicago 
sponsored by the Veterans of Foreign 
Wars, MBA was represented by Ros- 
ERT N. Pease, vice president of Draper 
& Kramer, Inc., Chicago, a member of 
the veterans committee. 

John W. Weber of Bankers National 
Life has been named a director of 
Essex Title Guaranty & Trust Com- 
pany in Montclair . . . and from New 
Jersey, we note that Robert E. Goldsby 
of the New Jersey association has been 
active in opposing the extension of 
permanent public housing in that state 
in hearings at Trenton. 

In Detroit, local members at their 
February meeting heard another ad- 
dress by Fred Raeder who has recently 
been attached to the military govern- 
ment as finance officer for Berlin. . . . 











Appraising Leaseholds for Loans 


Here are some observations on this branch 


of the business, rather timely at the moment 


because of growing insurance company interest 


| ie THE central business districts of 
most cities, it is not uncommon to 
have leases for 99 years on a great 
many parcels. The typical 99 year lease 
covering the use and possessjon of the 
lessor’s land by the lessee designates the 
type and minimum cost of the building 
which must be built and maintained by 
the lessee. For this use of the land, the 
lessee agrees to pay an actual land rent 
which is generally net to the lessor, as 
all property taxes, special assessments, 
insurance premiums and other property 
expenses are paid by the lessee. Also, 
all the risk which might affect the eco- 
nomic value such as adverse neighbor- 
hood trends, increased taxes, etc., are 
borne by the lessee. 

The values of both the fee and the 
leasehold estate depend upon the long 
term lease which created them. How- 
ever, the value of the same property, 
if owned in fee simple and in single 
ownership, would depend upon only 
those factors which affect 
comparable properties. The value of 
any property cannot be enhanced by 
severing it into land and improvements 
and placing these parts in separate 
ownership. While the land and im- 
provements may be considered as dis- 
tinct entities, they are merged into a 
single property and as such are used 
to produce a single net income. 


economic 


Any contract or lease which creates 
the fee and the leasehold does not 
change any of those factors of location 
and environment or other factors of 
use which create net income, and there- 
fore value. For this reason, the only 
sound approach to the appraisal of a 
leasehold property is to appraise the 
property exactly the way in which it 
would be appraised if the 99-year lease 
did not exist. 

Following the customary procedure, 
the physical valuation would be ob- 
tained by determining the value of the 
land based on other comparable prop- 
erty, and by determining the reproduc- 


6 


tion cost of the building and taking the 
proper depreciation. Using the eco- 
nomic approach, valuation would be 
obtained using the residual method. 
Then, by the comparison of the prop- 
erty with similar properties that have 
been sold recently, a final valuation 
which is the appraiser’s opinion of 
value, is determined. The values as- 
signed to the land and building are not 
in any way synonymous with the value 
of the lessor’s interest in a 99-year lease, 
and the lessee’s interest. Only if the 
ground rent being paid, when capi- 
talized at the proper rate at the time 
of the appraisal, gives a value equiva- 
lent to the appraised value of the land 
can the land and the fee be synony- 
mous, and the building and the lease- 
hold be synonymous. It can be seen 
that this would be a very rare cir- 
cumstance and that depending on the 
date the 99-year lease was made and 
the stage of development of the city 
at that period, the ground rent would 
probably be either higher or lower than 
the proper return on the land. 


For example, if a 99-year lease was 
made on a piece of loop property in 
Chicago prior to 1900, there is a good 
possibility that the ground rent does 
not yield a satisfactory return on the 
value of that land today. On the other 
hand, if the 99-year lease was nego- 
tiated during the period from 1924 to 
1928, it is very probable that the ground 
rent is exceedingly high and capitaliza- 
tion of the ground rent at the proper 
rate would give a value that would 
be in excess of the true value of the 


land. 





Better loans through better ap- 
praisals is the theme of a series 
of discussions originating with the 
Appraisal Committee of the 
CMBA. This is the current article 
in the group. 
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The long term lease transfers a large 
percentage of the risk items from the 
fee to the leasehold estate. A con- 
tinuous stream of income to the owner 
of the fee is provided and guaranteed 
by the full value of the leasehold estate, 
and in many cases by the guarantee 
of the lessee. This assurance and guar- 
antee of net income to the fee attracts 
purchasers at a lower capitalization 
rate and a correspondingly higher price 
for the fee. This has misled many to 
assume that a long term lease can in- 
crease values. They apparently over- 
look the fact that the risks which were 
transferred from the land, accrue en- 
tirely to the leasehold. Therefore the 
capitalization rate for the leasehold 
must be increased, which results in a 
decrease in the value of the leasehold. 
Any shrinkage in income from the 
property will be taken entirely from the 
lessee’s interest. Therefore, for mort- 
gage purposes, the amount that can be 
lent on a leasehold safely depends on 
the percentage of the total income go- 
ing to the leasehold estate. 


If the ground rent is high, thereby 
resulting in a small percentage of the 
total available income going to the 
leasehold estate, a change of only 5 
per cent or 6 per cent in the gross 
income could result in the income to 
the leasehold estate being cut in half. 
The reverse of this is of course true, 
and if the ground rent is low and an 
abnormally large portion of the income 
is available to the leasehoid estate, there 
will not be as much shrinkage in the 
lessee’s income and the percentage of 
risk is therefore not as great. 


An increasing number of states are 
permitting insurance companies and 
savings banks to consider loans on 
leasehold property. Whereas the legal 
limit in the majority of the states for 
first mortgages, when the land and 
building is in fee, is two-thirds of the 
appraisal, it has been quite customary 
to figure that a 50 per cent loan on 
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a leasehold estate was about the proper 
percentage of loan. If the net income 
from the property is merely assigned 
to the fee and the leasehold interest 
at what is considered the proper rate 
of capitalization without regard to the 
actual valuation of the land and build- 
ing, a serious error can be made. By 
using the practice of making a 50 per 
cent leasehold loan on the value of the 
leasehold determined in this manner, 
the amount of the loan will turn out 
to be excessive where the ground rent 
is high, and the percentage of risk to 
the leasehold thereby great. Similarly, 
it will penalize the lender on the 
amount that can be lent where the 
ground rent is low and the percentage 
of risk to the leasehold estate cor- 
respondingly reduced. 

A better measure of the amount of 
loan that can be made on a leasehold 
property is to consider the position of 
the lessor as being similar to a prior 
lien or first mortgage ahead of the 
leasehold mortgage, and deduct the 
value of the lessor’s interest from the 
maximum two-thirds loan that could 
be made if the 99-year lease did not 
exist. This will result in the amount 
of loan that can be made where the 
ground rent is high, being somewhat 
less than the amount of loan that 
could be made under the other pro- 
cedure. This is to be desired since the 
high ground rent increases the risk to 
the leasehold. Similarly, it will make 
possible a higher loan on the leasehold 
where the ground rent is low. This 
is in accordance with sound practice as 
the low ground rent materially reduces 
the amount of risk to the leasehold. 
The following hypothetical case will 
illustrate how this procedure can be 
applied. 


It is assumed that the following 
values had been determined by apply- 
ing the physical reproduction approach 
to the property: 

III os 6d ans wo nine $ 75,000 
Reproduction cost 

of building ..... $467,000 
Less depreciation- 

 Krs-vve dees 252,700 


Depreciated value of building 214,300 
Total indicated physical 

WENEG. iced ivebasee cues $289,300 

It is assumed that this building 
would be found to have a stabilized 
net income after taxes of $24,000. The 
economic valuation might therefore be 
computed in the following manner: 
Total net income. ..$ 24,000 
Depreciation reserve 

30 years, re- 
maining life 3% 


sinking fund ..... 4,500 
Net income after 
eee $ 19,500 


Net return to land......... 4,500 


Net income remaining to 


ERIE REESE Tae $ 15,500 
Land returned capi- 

talized at 6%... .$ 75,000 
Building return cap- 

italized at 7%... 214,300 
Total economic valuation... $289,300 


(Note: For the purpose of this example 
the physical and economic valuations bal- 
ance. This, however, would probably not 
be true in actual practice. A split capi- 
talization rate has been used in this example. 
It is sometimes felt that such a procedure 
is justified on downtown properties if the 
building does not represent the highest and 
best use of the land.) 


On the basis of the above appraisal, 
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if there was a 99-year lease on the 
property the value of the lessor’s in- 
terest and the value of the land would 
be the same only when the ground 
rent was $4,500. Let us assume that 
this ground lease was made for 99 
years beginning January 1, 1925, at the 
rate of $7,200 per year. Distributing 
the total net income available between 
the lessor and the lessee, and capitaliz- 
ing at the proper rate, valuation. of 
the two interests would be as follows: 
Ground rent available to lessor 

$7,200 capitalized at 6% . . .$120,000 
Income available to leasehold 

estate $12,300 capitalized at 

EES IRE Tih AE ss 175,700 


50% loan based on leasehold 

WINS Lod isciw acs enaenae $ 87,850 

Following the procedure recom- 
mended in this report, the proper lease- 
hold loan with a ground rent of $7,200 
would be determined in the following 
manner: 
Total appraised value of 

COG cnn ced divaghions $289,300 
Maximum two-thirds loan... 192,870 
Deduct valuation of lessor’s in- 

terest ($7,200 capitalized at 

Gee) issSacee butane. 120,000 


Total maximum leasehold loan 

that should be made...... $ 72,870~ 

Thus it can be seen that this proce- 
dure would reduce the amount of loan 
by almost $15,000. 

If the same procedure is followed 
with a ground lease negotiated Jan- 
uary 1, 1885, at $1,800 per year, the 
following results are obtained: 

Ground rent available to lessor 

($1,800 capitalized at 6%) .$ 30,000 
Income available to leasehold 

estate ($17,700 capitalized 

WOLFE sot axrventra thane 253,000 


20% loan on valuation of 
leasehold estate .......... $126,500 
Following the procedure herein rec- 

ommended, the proper leasehold loan 

would be obtained as follows: 

Maximum two-thirds loan. . . $192,870 

Deduct valuation of lessor’s in- 
terest ($1,800 capitalized at 
Gi) viidsretobarceccenes 30,000 


Total maximum leasehold loan 


that should be made ...... $162,870 
(Continued next page) 








A Mortgage Man Asks Some Questions 


By V. S. HALLAUER 


M AKING appraisals under static or 
near-normal conditions requires 
foresight, good judgment 
and clear analysis. Making appraisals 
under today’s hectic conditions de- 
mands the utmost of appraisal analysis 


experience, 


and technique. 

Some will say economic conditions 
are never static or agree 
that they are usually in a state of flux, 
with a predominant trend. At the pres- 
conditions seem 


normal. I 


time, however, 
topsy-turvy with costs increas- 


ent 
jumpy, 
ing, spotty and definite indications of 
buyers’ strikes, shortages, uncertainties, 
general unrest, but ample justification 
for feeling that there is ahead a great 
era of prosperity. 

All of these factors, I 
prevalent in all communities. 

The worst is that there is no definite 
discernable trend. Veterans’ organiza- 
tions and the government are demand- 
ing more housing. Labor costs are 
definitely increasing. How much will 
they increase? Uncertainty of avail- 
ability of materials, the fear of long 
delays and the inability to complete 
within reasonable time are driving 
many competent builders out of busi- 
ness—at least temporarily. 

On one hand, a 
other, retardation. 


am sure, are 


demand; on the 


These factors definitely are affecting 
costs. The market is becoming more 
discriminating. This is a fact and needs 
no further elaboration. 

This fact (and you can verify it in 
many ways) must be given much 
weight by the appraiser, especially the 


APPRAISING LEASEHOLDS 
(Continued from page 7) 
From the above example it can be 
seen that the procedure herein recom- 
mended would permit an increase of 
the amount.of loan made on the lease- 
hold by $36,370. It is believed that 
this procedure adjusts the amount of 
loan that can be made on a leasehold 
property in accordance with the risk 
involved. This is measured by the per- 
centage of total net income that is 
available to the leasehold estate in each 

case. 


G.I. appraiser who is under pressure 
to increase his appraisal because costs 
have gone up. 

Remember your fundamentals, ap- 
praisers! You are evaluating future 
rights and benefits. Much as you would 
like to do your friend, the builder, a 
favor and appraise his house on the 
basis of present costs and probably im- 
mediate future costs, dare you do so? 

I am looking for some sort of definite 
answers to the following: 

1. Are costs getting higher than mar- 
ket prices? 

How much higher are costs going 

and will the demand be great 

enough to absorb new construction 
on the basis of the increased costs? 

3. Where rent ceilings are frozen, with 
construction rising, appraisers 
justified in guessing future rents for 
the purpose of capitalization? If so, 
how much of a rent increase is justi- 
fied in the face of present-day con- 
struction costs? 

What will be the market value of 
property 
controlled) when present contem- 
plated buildings are completed? 


are 


income (where rents are 
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MORTGAGE MAN WANTED 
Life insurance company has opening in its staff 
for experienced traveling mortgage loan representa- 
tive who is qualified to make appraisals, establish 
new correspondents, etc. Address Box 128, Mortgage 
Bankers Association of America, 111 West Washing- 
ton Street, Chicago 2. 


JUNIOR LOAN EXECUTIVE WANTED 

By Southern MBA member. Want man not over 
30, preferably with experience in mortgage depart- 
ment of good life company. Believe we have un- 
usual opportunity and invite correspondence with 
Box 129, Mortgage Bankers Association of America, 
111 West Washington Street, Chicage 2. 


POSITION DESIRED 


Office administrator experienced in commercial and 
mortgage banking, handling the servicing of mort- 
gages, correspondence with investor and borrower, 
taxes, insurance, personnel and general office routine. 
Excellent qualifications. Write Box 130, Mortgage 
Bankers Association of America, 111 West Washing- 


ton Street, Chicago 2. 


MORTGAGE POSITION WANTED 

By experienced mortgage man. Five years with 
OPA in charge of 50 counties, 617 people. Between 
1936-42 with HOLC as supervisor of sales and man- 
agement two important states, with 13,100 properties 
under his control. At one time with large life com- 
pany with work consisting of property management, 
appraisals for loan approval, etc. Experienced in 
inspection 7 »roperties, selection of correspondents. 
Write Box 151, Mortgage Bankers Association of 


America, iit West Washington street, Chicago 2. 
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What is going to be the long-term 
attitude of the government on rent 
ceilings. and subsidation of rental 
housing? 


M. C. EIDSMOE ELECTED 
IOWA MBA PRESIDENT 

M. C. Ewsmoe, president, Wood- 
bury County Savings Bank, Sioux City, 
was elected president of the Iowa 
Mortgage Bankers Association at their 
annual meeting and Mitton S. OLson, 
vice president, General Mortgage Cor- 
poration of Iowa, Des Moines, was 
named vice president. Lairp FRYER, 
assistant vice president, lowa-Des 
Moines National Bank & Trust Com- 
pany, was elected secretary. Governors 
named were Earv Linn, vice president, 
Weitz Realty Company, Des Moines; 
Rosert TuRNER, president, City Na- 
tional Bank, Council Bluffs; W. H. 
Wi.uiaMs, Jester & Sons, Des Moines; 
and J. R. AstLey, vice president, Val- 
ley Bank & Trust Company, Des 
Moines. 

Regional vice presidents elected are: 
Northwest section, CtypE Rog, Sioux 
City; North central section, DoucLas 
Swae, Mason City; Northeast section, 
Joun Leavirr, Cedar Falls; and 
Southwest section, WALTER HALL, 
Council Bluffs. 


LOCAL GROUPS ACTIVE IN 
SPONSORING NHA MEETS 

Local mortgage bankers associations 
all over the country are taking the lead 
in sponsoring joint meetings in their 
communities to see what can be done 
to get more rental housing up. In 
Cleveland, the mortgage bankers group 
joined with the Home Builders Asso- 
ciation. W. E. MILuer, president, said 
“lending firms will do all we can to 
aid rental housing.” 

In Minneapolis, that city’s Mortgage 
Bankers Association joined’ with five 
other groups to hear FHA officials out- 
line plans and objectives. In St. Louis 
and Chicago and other cities where 
there are local mortgage bankers asso- 
ciations, meetings are being arranged. 

It is a mistake to assume that every 
returning veteran should own his home, 
S. R. KInsELLa, president of the Mort- 
gage Bankers Association in St. Louis, 
declared at the meeting in St. Louis. 
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